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CERTIFICATE OF NEED 
REVIEWED BY THE DEPARTMENT OF HEALTH 

DIVISION OF HEALTH STATISTICS 
615-741-1954 

 
DATE: December 31, 2012 
  
APPLICANT: Select Specialty Hospital-Nashville 
 2000 Hayes Street, Suite 1520 
 Nashville, Tennessee 37203 
  
CON # CN1210-053                                                                          
  
CONTACT PERSON: E. Graham Baker, Jr. Esquire 
 2021 Richard Jones Road 
 Nashville, Tennessee 37215 
  
COST: $3,485,811.47 
In accordance with Section 68-11-1608(a) of the Tennessee Health Services and Planning Act of 2002, 
the Tennessee Department of Health, Division of Health Statistics, reviewed this certificate of need 
application for financial impact, TennCare participation, compliance with Tennessee’s Health:  
Guidelines for Growth, 2000 Edition, and verified certain data.  Additional clarification or comment 
relative to the application is provided, as applicable, under the heading “Note to Agency Members.” 
 
SUMMARY: 
The applicant, Select Specialty Hospital-Nashville, Inc., located in Nashville (Davidson County), 
Tennessee, seeks Certificate of Need (CON) approval for the addition of thirteen long term acute care 
beds to its hospital at 2000 Hayes Street, Suite 1502, in Nashville.  There is no major medical 
equipment involved in the project and no other health services will be initiated or discontinued.  The 
applicant will continue to serve Medicare, Medicaid, insured, and private-pay patients.  The facility is 
currently licensed for 47 beds and is in the process of adding 10 beds through the exemption for 
hospitals with less than 100 beds.  If licensure approves the application, Select Specialty Hospital-
Nashville will have 57 beds.  The approval of this project would add 13 beds for a total of 70 beds. 
 
Some of the costs of the project involve the total hospital (74,672 sq. ft.); therefore, the total hospital 
cost per square foot is approximately $30.10 if the entire square footage of the hospital is divided into 
the construction cost of $2,249,600.  If just the patient rooms were considered the cost per square 
foot is approximately $54.17 per square foot (41,531 sq. ft.).  Most of the renovation/build out costs 
for patient rooms will occur on the second floor.  The approximate cost per square foot would be 
$227.88 (9,872 sq. ft.).  The cost of the project is economically feasible and compares favorably to 
the HSDA construction costs for years 2009-11. 
 
Select Specialty Hospital-Nashville, Inc. is 100% owned by Select Medical Corporation of 
Mechanicsburg, Pennsylvania. 
 
The total estimated project cost is $3,485,811.47 and will be funded through cash reserves as 
documented in a letter from the Vice President and Treasurer of Select Medical Corporation, in 
Attachment C.EF.2., of the application.   
 
 

GENERAL CRITERIA FOR CERTIFICATE OF NEED 
 
The applicant responded to all of the general criteria for Certificate of Need as set forth in the 
document Tennessee’s Health: Guidelines for Growth, 2000 Edition. 
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NEED: 
The applicant’s proposed service area is illustrated in the following chart, projected for 2013 to 2015. 

 
Service Area Total Population Projections for 2013 and 2015 

County 2013 
Population 

2015 
Population 

% Increase or 
(Decrease) 

Bedford 48,883 50,572 3.5% 
Cannon 14,409 14,702 2.0% 
Cheatham 42,754 43,931 2.8% 
Clay 8,225 8,295 0.9% 
Coffee 55,229 56,357 2.0% 
Cumberland 56,325 57,467 2.0% 
Davidson 605,923 614,222 1.4% 
DeKalb 19,529 19,901 1.9% 
Dickson 50,287 51,460 2.3% 
Franklin 43,427 44,115 1.6% 
Giles 30,229 30,559 1.1% 
Grundy 14,995 15,165 1.1% 
Hickman 26,489 27,297 3.1% 
Jackson 11,503 11,676 1.5% 
Lawrence 43,007 46,666 8.5% 
Lewis 12,306 12,537 1.9% 
Lincoln 34,309 34,796 1.4% 
Macon 23,452 23,975 2.2% 
Marshall 31,287 32,016 2.3% 
Maury 85,130 87,283 2.5% 
Montgomery 161,265 165,625 2.7% 
Moore 6,437 6,564 2.0% 
Overton 21,467 21,688 1.0% 
Putnam 73,212 74,702 2.0% 
Robertson 69,680 72,006 3.3% 
Rutherford 261,331 271,112 3.7% 
Smith 20,330 20,817 2.44. 
Sumner 164,575 169,122 2.8% 
Trousdale 8,359 8,547 2.2% 
Van Buren 5,522 5,561 0.7% 
Warren 42,648 43,453 1.9% 
White 25,711 26,103 1.5% 
Williamson 188,259 196,824 4.5% 
Wilson 116,150 119,788 3.1% 

Total 2,422,644 2,484,904 2.6% 
    Source:  Tennessee Population Projections 2000-2020, February 2008 Revision,  

Tennessee Department of Health, Division of Health Statistics 
 
The following chart provides the most recent Joint Annual Report of Hospitals final data for the applicant’s 
service area. 
 

Davidson County Long Term Care Hospital Utilization, 2010 
Facility Licensed Beds 2010 Occupancy 

Kindred Hospital-Nashville 60 38.7% 
Select Specialty Hospital Nashville 47 93.3% 

Total 107 Average: 63.45% 
Source:  Joint Annual Report of Hospitals 2010, 

Division of Health Statistics, Tennessee Department of Health 
 
The applicant has operated at a high occupancy rate for several years.  From 2009 through 2011, the 
applicant has operated at 94.7%, 93.3%, and 92.6% respectively.  The Division for Policy, Planning, and 
Assessment calculated the 2015 bed need for the service area to be 124 beds.  Currently, only 107 beds are 
licensed in the service area. 
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Kindred Hospital is the only other long-term acute care hospital (LTACH) in the service area and is 
licensed for 60 beds.  During the same three year period, Kindred has operated at, 43.6%, 38.7%, 
and 38.8% respectively.  The applicant believes Kindred Hospital does not operate at capacity 
because its location appears to be a hindrance to its utilization due to the fact it is located 15 minutes 
from downtown Nashville.  Anecdotal information indicates that physicians prefer having a faster 
turnaround time for ancillary services for their patients and prefer having their LTACH patients closer 
to downtown Nashville. 
 
The applicant is located across the street from Baptist Hospital and is centrally located.  Ancillary 
services required by its patients are available across the street from Select Specialty Hospital-
Nashville. 
 
CMS regulations specify that in order to qualify as an LTACH, the average length of stay (ALOS) must 
be at least 25 days.  Select Specialty Hospital-Nashville has an average ALOS of 33 days.  The 
applicant has a higher acuity rate for their admissions than other Select Medical Corporation’s 
hospitals due to their having a higher need for long term care than other LTACHs.  It is believed that 
part of this is due to the fact that the facility operates at or near capacity and patients have to wait to 
be admitted to the applicant’s facility, as their condition worsens.  The applicant calculates the 
addition of beds will alleviate this problem and allow the facility to admit patients to the facility when 
their medical condition warrants admission to a LTACH. 
 
The applicant already leases the entire 5 floor building in which the hospital is located, so no 
additional lease costs are involved with the project.  Currently not all of the patient floors are being 
utilized.  The second floor of the facility is not utilized at present and 20 private rooms (10 through 
the CON exemption plus 10 of the 13 beds requested in this application) will be added through 
renovation of this floor.  The renovated space in the second floor totals 9,872 total square feet.  The 
third floor already has 17 private rooms and will remain unchanged.  The fourth floor has 16 private 
rooms and no beds will be added to this floor.  The fifth floor has 14 patient rooms and three rooms 
will be added if this application is approved. 
 
In addition, the renovation requested for second floor is a major build-out, which includes the 
installation of a new total hospital upgrade for medical air compression and medical vacuum/section 
systems. 
 
It is important to mention that CMS imposed a moratorium on the expansion of LTACH services in the 
nation in 2008, and that moratorium expires at the end of calendar year 2012.  The applicant is 
availing themselves of the opportunity to add needed beds as the restriction is being lifted. 
 
Select Specialty Hospital-Nashville is operating near capacity and needs additional beds.  There are 
currently 107 beds in the service area and a projected need in 2015 for 124 beds, so the area is under 
bedded.  The applicant speculates the approval of the project should not negatively impact Kindred 
Hospital, the only other LTACH in Middle Tennessee. 
 
TENNCARE/MEDICARE ACCESS: 
The applicant is certified for both Medicare and Medicaid and has contracts with BlueCross/BlueShield 
and TennCare Select. 
 
The following chart illustrates the number of TennCare enrollees in the applicant’s service area. 
 

TennCare Enrollees in the Proposed Service Area 
County 2013 

Population 
TennCare 
Enrollees 

% of Total 
Population 

Bedford 48,883 10,346 21.3% 
Cannon 14,409 2,847 19.8% 
Cheatham 42,754 6,103 14.3% 
Clay 8,225 2,001 24.3% 
Coffee 55,229 11,079 20.1% 
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Cumberland 56,325 10,396 18.5% 
Davidson 605,923 118,728 19.6% 
DeKalb 19,529 4,312 22.1% 
Dickson 50,287 8,936 17.8% 
Franklin 43,427 6,622 15.2% 
Giles 30,229 11,167 36.9% 
Grundy 14,995 4,745 31.6% 
Hickman 26,489 5,416 20.4% 
Jackson 11,503 2,573 22.4% 
Lawrence 43,007 8,673 20.2% 
Lewis 12,306 2,805 22.8% 
Lincoln 34,309 6,558 19.1% 
Macon 23,452 5,584 23.8% 
Marshall 31,287 5,591 17.9% 
Maury 85,130 15,365 18.0% 
Montgomery 161,265 23,765 14.7% 
Moore 6,437 864 13.4% 
Overton 21,467 4,633 21.6% 
Putnam 73,212 14,196 19.4% 
Robertson 69,680 11,489 16.5% 
Rutherford 261,331 36,642 14.0% 
Smith 20,330 3,922 19.3% 
Sumner 164,575 22,937 13.9% 
Trousdale 8,359 1,648 19.7% 
Van Buren 5,522 1,199 21.7% 
Warren 42,648 9,461 22.2% 
White 25,711 5,695 22.2% 
Williamson 188,259 8,848 4.7% 
Wilson 116,150 14,067 12.1% 

Total 2,422,644 409,213 16.9% 
 
The applicant projects the anticipated Medicare revenues in year one will be $15,238,223 or 52.21% 
of net revenues and Medicaid revenues of $26,635,592 or 7.12%% of net revenues. 
 
ECONOMIC FACTORS/FINANCIAL FEASIBILITY: 
In the Project Cost Chart, the total estimated project cost is $3,485,811.47 which includes $337,400 
for architectural and engineering fees, $50,000 for legal, administrative, and consultant fees; 
$2,249,600 for construction costs; $840,986 for fixed equipment; and $7,825.47 for CON filing fees. 
 
In the Historical Data Chart located in Supplemental 1, the applicant reported 92% occupancy, 93.3% 
occupancy and 94.7% occupancy in 2009, 2010, and 2011 with gross operating revenues of 
$53,584,956, $51,686,902, and $56,640,648 each year, respectively.  Contractual adjustments, 
provisions for charity care and bad debt reduced net operating revenues to $27,339,285, 
$26,312,970, and $26,635,592 each year.  The applicant paid management fees to affiliates of 
$2,010,473 each year, respectively.  The applicant reported net operating income of $3,992,903, 
$2,705,264, and $2,584,199 each year, respectively. 
 
In the Projected Data Chart located in Supplemental 2, the applicant projects year a one occupancy of 
69.23% and a year two occupancy of 84.62% with gross operating revenues of $78,006,403 and 
$82,585,945 each year, respectively.  Contractual adjustments, provisions for charity care and bad 
debt reduced net operating revenues to $37,605,230 and $39,305,826 each year.  The applicant paid 
management fees to affiliates $2,256,907 and $2,358,351 each year, respectively.  The applicant 
projects an income of $4,047,779 in year one and $4,337,211 in year two of the project. 
 
The applicant’s gross charge in 2011 was $3,454, with an average deduction of $1,829, resulting in an 
average net charge of $1,616.  The applicant anticipates their gross charge for the 13-bed addition to 
be approximately $3,397, with an average deduction of $1,739, resulting in an average net charge of 
$1,658, respectively.  The applicant compares their charges with Kindred Hospital in Supplemental 1.  
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Kindred Hospital’s average gross charge is $5159, with an average deduction of $3,464, resulting in 
an average net charge of $1,695. 
 
The only alternative to this application was the consideration of constructing a separate medical gas 
system for the second floor only, as the current system is not adequate for the addition of patient 
rooms on that floor. It was decided that the installation of the new system, that will service the entire 
building, was the best alternative. 
 
CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTHCARE: 
 
The applicant provides a listing of providers, heath care agencies, and working relationships with 
other agencies on page 50 of the application. 
 
The applicant has transfer agreements with Seton Corporation (Baptist Hospital) for purchased 
services and laboratory services; Centennial Medical Center for purchased services, ancillaries, surgery 
and diagnostics; and Vanderbilt University Medical Center for purchased services, ancillaries, surgery, 
and diagnostics.  
 
There are only two LTACHs in Middle Tennessee, both located in Nashville.  The applicant is located 
across the street from Baptist Hospital and is centrally located.  Ancillary services required by its 
patients are available across the street from Select Specialty Hospital-Nashville.  The applicant has 
operated at a high occupancy rate for several years.  From 2008 through 2011, the applicant has 
operated at 93.4%, 94.7%, 93.3%, and 92.6%. 
 
Kindred Hospital is the only other long-term acute care hospital (LTACH) in the service area and is 
licensed for 60 beds.  During the same four year period, Kindred had occupancy rates of 48.0%, 
43.6%, 38.7%, and 20.7% respectively.  The applicant believes Kindred Hospital does not operate at 
capacity because its location appears to be a hindrance to its utilization due to the fact it is located 15 
minutes from downtown Nashville. 
 
The applicant does not believe this project will have a negative affect on Kindred Hospital.  It is the 
applicant’s belief Kindred’s location will continue to impact its location whether this project is approved 
or not. 
 
The applicant provides the current and proposed staffing for the project on page 52 of the application.  
In Supplemental 1, the applicant indicates that in CY2011 Select Specialty average 1.53 hours of 
rehab per patient, and their average CY2012 year to date for rehab is 1.63 hours of rehab per patient.  
Nursing hours averaged 9.78 hours in CY2011, and their CY2012 year to date average is 9.95 hours.  
The applicant does not anticipate any change in the staffing pattern. 
 
The applicant participates in the training of students and lists the student affiliations and the 
disciplines on page 54 of the application. 
 
Select Specialty Hospital-Nashville is licensed by the Tennessee Department of Health, Board for 
Licensing Healthcare Facilities and accredited by the Joint Commission.  The most recent licensure 
survey occurred on 5/18/2009 and no deficiencies were noted. 
 

SPECIFIC CRITERIA FOR CERTIFICATE OF NEED 
 
The applicant responded to all relevant specific criteria for Certificate of Need as set forth in the 
document Tennessee’s Health: Guidelines for Growth, 2000 Edition. 

 
LONG TERM CARE HOSPITAL BEDS  

 
A. Need 
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 1. The need for long term care hospital (LTH) beds shall be determined by applying the 
guidelines of (0.5) beds per 10,000 population in the service area of the proposal. 

 
The Division for Policy, Planning, and Assessment calculated the 2015 bed need for the service 
area to be 124 beds.  Currently, only 107 beds are licensed in the service area. 

 
 2. If the project is a bed addition, existing long term care hospital beds must have a minimum 

average occupancy of 85%. 
 

Kindred Hospital has operated at, 43.6%, 38.7%, and 38.8% occupancy over the past 
three years.  The applicant believes Kindred Hospital does not operate at capacity because 
its location appears to be a hindrance to its utilization due to the fact it is located 15 
minutes from downtown Nashville.  Anecdotal information indicates that physicians prefer 
having a faster turnaround time for ancillary services for their patients and prefer having 
their LTACH patients closer to downtown Nashville. 
 
Select Special Hospital-Nashville has operated at 94.7%, 93.3%, and 92.6% occupancy 
rates over the past three years and is nearing capacity. 

 
 3. The population shall be the current year’s population, projected two years forward. 
 
  The Division for Policy, Planning, and Assessment calculated the 2015 bed need for the 

service area to be 124 beds. 
 
 4. The primary service area can not be smaller than the applicant’s Community Service Area 

(CSA).  If LTH beds are proposed within an existing hospital, CSAs served by the existing 
facility can be included along with consideration for populations in adjacent states when 
the applicant provides documentation (such as admission sources from the Joint Annual 
Report). 

 
  The applicant primary service area accounts for 90% of patient origin.  The applicant’s 

service area is illustrated in the NEED section of this report. 
 
 5. Long-term care hospitals should have a minimum size of 20 beds. 
 
  The applicant currently has 47 beds and is applying for 13 additional beds. 
 
B. Economic Feasibility 
 
 1. The payer costs of a long-term hospital should demonstrate a substantial saving, or the 

services should provide additional benefit to the patient over the payer cost or over the 
provision of short-term general acute care alternatives, treating a similar patient mix of 
acuity. 

 
The applicant’s gross charge in 2011 was $3,454, with an average deduction of $1,829, 
resulting in an average net charge of $1,616.  The applicant anticipates their charges for 
the 13-bed addition to be approximately $3,397, $1,739, and $1,658, respectively.  The 
applicant compares their charges with Kindred Hospital in Supplemental 1.  Kindred 
Hospital average gross charge is $5159, with an average deduction of $3,464, resulting in 
an average net charge of $1,695. 
 
By comparison, Middle Tennessee Medical Center, the largest provider in Rutherford 
County, from which the applicant receives the most referrals from outside Nashville, 
comparable figures for 2011 were $9,313, $6,432, and $2,881(Source 2011 JAR 
Provisional).  
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The applicant demonstrates a substantial saving over short-term general acute acre 
alternatives. 

 
 2. The payer costs should be such that the facility will be financially accessible to a wide 

range of payers as well as to adolescent and adult patients of all ages. 
 

The applicant is certified for both Medicare and Medicaid and has contracts with 
BlueCross/BlueShield and TennCare Select. They do not contract with AmeriGroup but 
work with them closely through single case agreements. 
 
Select Specialty Hospital-Nashville offers the service area significant access advantages.  It 
is accessible and affordable to the widest range of payors. 
 

  Typically, a good mixture of patients is about half Medicare and half private-pay, and their 
goal is to attain that mixture of patients.  This is demonstrated by Select’s historic payor 
source: 57.21% of patients are Medicare, and they anticipate no change in payor sources.  
Other payor sources include Medicaid at 7.12% HMO patients total 13.74%, Commercial 
Insurance accounts for 19.89%, with the remaining 2.04% being workers comp. patients. 

 
 3. Provisions will be made so that a minimum of 5% of the patient population using long-term 

acute care beds will be charity or indigent care. 
 
  The applicant uses the term “FLO” days to denote unfunded patient days that DRG 

reimbursed patients frequently incur. Each patient is assigned a DRG code at admission.  
Each DRG has specific statistics associated with the code, including geometric length of 
stay (GLOS) and full DRG payment.  Full DRG payment is not earned until a patient has 
stayed 5/6 of their GLOS.  Prior to that point in their stay, the maximum for a patient is the 
hospital costs for that patient.  Once the patient has reached 5/6 of their GLOS, full DRG 
payment is earned, and the patient enters the fixed-loss period.  The current fixed loss is 
$15,408.  This is the estimated cost based on the cost-to-charge ratio from the last filed 
cost report for the hospital.  During the fixed loss period, no additional reimbursement is 
made.  Only after the patient has exceeded the fixed loss is there any additional 
reimbursement.  This reimbursement is only 80% of the hospital’s costs.  The figures in 
the chart below represent the days over the 5/6 GLOS date.  The contractual amounts 
equal gross charges for those days, less any reimbursement for patients that went beyond 
the fixed loss threshold.  As charity care is normally defined as the amount of care that a 
facility knows up front, that it will not be reimbursed, Select Medical Corporation considers 
these amounts to be the equivalent to charity care. 

 
Select Specialty Hospital-Nashville, Inc. 

Year FLO 
Days 

Uncompensated 
Care 

As a Percentage 
of Gross 
Revenue 

2009 2,726 $4,383,042 8.2% 
2010 2,642 $4,238,665 8.2% 
2011 3,066 $4,726,608 8.3% 
Total 8,435 $13,349,315  

   Source:  Applicant 
  
 The above amounts are included in Contractual Adjustments.  Total uncompensated Care 

for FLO days are listed above, along with the respective annual percentage of gross 
revenue. 

 
C. Orderly Development 
 
 1. Services offered by the long term care hospital must be appropriate for medically complex 

patients who require daily physician intervention, 24 hours access per day of professional 
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nursing (requiring approximately 6-8 hours per patient day of nursing and therapeutic 
services), and on-site support and access to appropriate multi-specialty medical 
consultants. 

 
  As an existing provider of LTACH services, the applicant will continue to ensure that each 

patient presented for health care services will be an appropriate admission for a long-term 
acute care bed, including those patients requiring daily physician intervention, 24-hours 
access per day of professional nursing (requiring approximately 6-8 hours per patient day 
for nursing  and therapeutic services0. and on-site support, and that appropriate multi-
specialty medical consultants will be available for each patient. 

 
  Patient services should be available as needed for the most appropriate provision of care.  

These services should include restorative inpatient medical care, hyper- alimentation, care 
of ventilator dependent patients, long term antibiotic therapy, long-term pain control, 
terminal AIDS care, and management of infectious and pulmonary diseases. 

 
  As an existing provider of LTACH services, the applicant will continue to ensure that each 

patient presented for health care services will be an appropriate admission for a long-term 
acute care bed, including services to include restorative inpatient medical care, 
hyperalimentation, care of  ventilator dependent patients, long-term antibiotic therapy, 
long-term pain control, terminal AIDS care, and management of infectious and pulmonary 
diseases. 

 
  Also, to avoid unnecessary duplication, the project should not include services such as 

obstetrics, advanced emergency care, and other services which are not operationally 
pertinent to long term care hospitals. 

 
  The applicant does not and will not provide obstetrics, advanced emergency care, or other 

services which are not pertinent to long-term care hospitals. 
 
 2. The applicant should provide assurance that the facility’s patient mix will exhibit an annual 

average aggregate length of stay greater than 25 days as calculated by the Health Care 
Finance Administration (HCFA), and will seek licensure only as a hospital. 

 
  As an existing provider of LTACH services, the applicant will continue to ensure that each 

patient presented for health care services will be an appropriate admission for a long-term 
acute care bed, one which is that ALOS should be greater  than 25 days as calculated by 
CMS. 

 
 3. The applicant should provide assurance that the projected caseload will require no more 

than three (3) hours per day of rehabilitation. 
 
  The applicant will insure that the projected caseload will required no more than 3 hours 

per day of rehabilitation. 
 
 4. Because of the very limited statewide need for long term hospital beds, and their high 

overall acuity of care, these beds should be allocated only to community service areas and 
be either inside or in close proximity to tertiary referral hospitals, to enhance physical 
accessibility to the largest concentration of services, patients, and medical specialists. 

 
  The applicant will ensure that the beds will be allocated only to community service areas 

and will be in close proximity to tertiary care referral hospitals, which will enhance physical 
accessibility to the largest concentration of services, patients, and medical specialists. 

 
 5. In order to insure that the beds and the facility will be used for the purpose certified, any 

certificate of need for a long term care hospital should be conditioned on the institution 
being certified by the Health Care Financing Administration as a long term care hospital, 
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and qualifying as PPS-exempt under applicable federal guidelines.  If such certification is 
received prior to the expiration date of the certificate of need, as provided in Tennessee 
Code Annotated (TCA), Section 68-11-108(c), the certificate of need shall expire, and 
become null and void. 

 
The applicant states that the beds will be used for the purposes certified, and agrees to 
the condition that heir facility will continue to be certified by CMS as long-term care 
hospital, and qualifying as PPS-exempt under applicable federal guidelines. 
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